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March 20, 2008

Independent Auditors' Report

Members of the Board
losco - Arenac District Library
East Tawas, Michigan

We have audited the accompanying financial statements of the governmental activities and the major fund of the losco -
Arenac District Library, East Tawas, Michigan, as of and for the year ended December 31, 2007, which collectively
comprise the Library’s basic financial statements, as listed in the index. These financial statements are the
responsibility of the Library's management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and the significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to in the first paragraph present fairly, in all material respects, the
respective financial position of the governmental activities and the major fund of the losco - Arenac District Library, East
Tawas, Michigan, as of December 31, 2007, and the respective changes in financial position for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 20, 2008, on our
consideration of the losco - Arenac District Library's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

The management’s discussion and analysis and budgetary comparis on information are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
losco — Arenac District Library’s basic financial statements. The details of other revenue and miscellaneous
expenditures statement is presented for purposes of additional analysis and is not a required part of the basic financial
statements. The details of other revenue and miscellaneous expenditures statement has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

Stachameon, Gracd. € G, P.C.

Offices: 325 Newman Street, East Tawas, MI 48730 Members:
East Tawas www.stephensongracik.com ALCPA.
West Branch 989-362-4491 . 989-362-8351 Fax M.A.CPA



TOSCO-ARENAC DISTRICT

120 W. WESTOVER STREET, EAST TAWAS, ML 48730
(989) 362-2651 FAX (989) 362-6056
www.ioscoarenaclibrary.org

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the losco-Arenac District Library, (the Library) we offer readers of the Library’s financial

statements this narrative overview and analysis of the financial activities of the Library for the fiscal year ended
December 31, 2007,

Financial Highlights

® Penal fines (funds received from penal code violations mainly through District Courts) fluctuate from year to

year. The Library adjusted the budget to the actual amount received which was $14,934 less than originally
budgeted.

® A 0.50 millage for 10 years was approved by the District voters in 2004. Revenues from the millage (4912
mills on the taxable value of real and personal property of Arenac County and losco County) were received
during calendar year 2007, in the amount of $747.143, which includes a renaissance reimbursement from the
State of $6,046. A revenue sharing plan to assist local units of government with their expenditures for library
operations is considered in the audit as “branch allocation”. Half of the actual amount received from the
millage was distributed to local units of government, for library purposes only, in April and September. The
approved formula used for the distribution is based on a combination of taxable values, library hours,
population and circulation, with Arenac revenues remaining for Arenac distribution and losco revenues
remaining for losco distribution. In 2007, $357,099 was shared. A small amount of additional revenue was
received after the second distribution that will be shared in 2008. The Library is not held harmless from
various tax captures including DDA, TIFA, IFTA, and Brownfields which affect the actual amount received.
Chargebacks (late year taxable value changes requiring funds to be returned) also affect the actual amount
received. The Library currently operates Mary Johnston Memorial Library (Standish) under an agreement
entered into in 1995. Millage revenue for Standish and expenditures for Standish are accounted for separately
from the rest of the millage. Any unspent funds for Standish are designated at year end for Standish.

® The Library was able to purchase, process and deliver more library materials. To accomplish these activities
the District made a part-time staff person full-time. The budgets for wages and benefits were adjusted
accordingly.

® The Library saw significant increases in the amount of interest earned due to interest rate increases and the
continued arrangement with losco County to pool investments.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Library’s basic financial statements. The
basic financial statements are comprised of three components:




(1) government -wide financia statements, (2) fund financia statements, and (3) notes to the financial statements.
The Library aso includes in this report other supplementary information in addition to the basic financia
statements themsalves.

Government -wide Financial Statements

The statement of net assets provides information on al of the Library’s assets and liabilities, with the difference
between the two being reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the Library is improving or deteriorating.

The statement of activities provides information showing how the Library’s net assets changed during the current
fiscal year. All current year revenues and expenses are included regardless of when cash is received or paid.

The government -wide financid statements are presented in Exhibits A and B of this report.
Fund Financial Statements

A fund is an accountability unit used to maintain control over resources that have been segregated for specific
activities or objectives. The Library, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related laws and regulations.

Governmental Funds

Governmental funds are reported in the fund financial statements and encompass essentidly the same functions
reported as governmental activities in the government -wide financial statements. However, the focus is very
different with fund statements providing a distinctive view of the Library’s governmental fund. These statements
report short-term fiscal accountability focusing on the use of spendable resources and baances of spendable
resources available at the end of the year. Such information may be useful in evaluating a government’s short-term
financing requirements.

Since the government -wide focus includes the long-term view, comparisons between these two perspectives may
provide insight into the long-term impact of short-term financing decisons. Both the governmental fund balance
sheet and the governmentd fund statement of revenue, expenditures, and changes in fund baance provide a
reconciliation to assist in understanding the differences between these two perspectives.

The Library adopts an annua budget and budgetary comparison statements are included in the basic financia
statements to demonstrate compliance.

The government fund financia statements are presented in Exhibits C and E of this report.
Notes to Financial Statements

The accompanying notes to financia statements provide information essential to a full understanding of the
government -wide and fund financial statements. The notes to financia statements are presented in Exhibit G of
this report.

Other Information

In addition to the basic financia statements and accompanying notes, this report aso presents certain required
supplementary information. Thisis limited to the Statement of Revenue, Expenditu res and Changes in Fund
Baances— Budget and Actud . This information can be found in Exhibit H of this report.



Analyss of Financial Postion:

As noted earlier, net assets may serve over time as a useful indicator of a government’s financia position. Inthe
case of the losco-Arenac Didtrict Library, assets exceeded liabilities by $1,486,811 at the close of the fiscal year.

Summary of Net Assts:
The following summarizes the net assets of the losco-Arenac District Library at December 31, 2007 and 2006:

Net Assets Summary

December 31, 2007 December 31, 2006

Current Assets $ 1,002,661 $ 834,796
Capital Assats — net 506,197 450,327

Total Assets 1,508,858 1,285,123
Current Liabilities 11,393 11,323
Long-Term Liabilities 10,644 10,504

Total Liabilities 22.047 21,827
Net Assets
Invested in Capital Assets 506,197 450,327
Unrestricted 980.614 812.969

Total Net Assets $ 1.486.811 $ 1263296

Budgetary Highlights
The losco-Arenac Didtrict Library’s budget is prepared according to Michigan law.

During the fiscal year ended December 31, 2007, the Library amended the budget to take into account events
occurring during the year. These budget amendments fal into the following categories:

® Changes made to reflect increases or decreases in anticipated expenditures.
® Changes made to reflect increases or decreases in anticipated revenues.
¢ The Library adjusted the budget to reflect adecrease in the total pend fines revenue.

® The Library adjusted the budget to reflect vehicles purchased in the amount of $16,156.
Capital Asset and Debt Administration

Capital Assts

The Library’s investment in capital assets as of December 31, 2007, amounted to $506,197 (net of accumulated
depreciation) . This investment in capital assets includes library materids, furniture, fixtures and equipment, and
vehicles. Capita assets for the Library increased by $55,870 or 12%. The magjor capital asset eventsfor the current
fiscal year were the purchase of anew vehicle and library materials. Total depreciation expense for this year
amounts to $113,318 with ending accumulated depreciation being $854,563.



Capital Assets Summary
(Net of depreciation)

Library materids $ 432,662
Furniture, fixtures and equipment 60,341
Vehicles 13194

Capital Assts- net $ 506,197

Additional information on capital assets can be found in Exhibit G of thisreport.

Compensated Absences

Compensated absences for the Library at fisca year end amount to $10,654. This is the accumulated amount of
benefits set aside for vested employees. Accrued leave benefits are shown as aliability on the government-wide
financial statements.

Summary of Revenues and Expenses.

The following summarizes the revenues and expenses of the losco-Arenac Didtrict Library at December 31, 2007
and 2006:

December 31, 2007 December 31, 2006

Program Revenues.

Charges for services $ 5,334 $ 7,034
Operating grants and contributions 41,306 37,458
Capita grants and contributions 0 18,530
Total Program Revenues 46,640 63,022
General Revenues:
Property Taxes 741,097 708,670
Pend fines:
losco County 174,747 199,786
Arenac County 126,319 138,029
Investment earnings 53,047 40,714
Gain on sde of capital assets 261 398
Other 17,260 19,856
Total General Revenues 1112731 1,107,453
Total Revenues 1,159,371 1,170,475
Program Expenses 935,856 884,267
Changein Net Assets 223,515 286,208
Beginning Net Assets 1,263,296 977,088
Ending Net Assets $ 1.486.811 $ 1263296



Economic Factors and Next Year's Budget

Tota taxable value will be higher.

Penal fines will continue to be threatened by State legidative action to deflect fines away from libraries.
The Didtrict is less dependent on State Aid (approximately 3% of revenues).

Interest income will increase (approximately 5% of revenues).

Stable funding from millage (approximately 65% of revenues) will continue to allow the Library to:
® Share revenue with the eight units of government operating library branches (branch alocation).
® |ncrease the budgets for purchasing, processing and delivery of books, periodicals and audio/CD books.

® Replace aging computers and add computers for staff and public access. Continue to alow for dl library
locations to have online public access computers designated for and restricted to searching and requesting
library materids. Educate the public and staff on the use and value of new technology.

® Support T-1 Internet connection speeds and maintain wireless access for al eight library locations.

Penal fine revenue (approximately 26% of revenues) will allow the Library to:

e Enable library branches and co-sponsoring organizations to coordinate and/or host programs for adults through
amini-grant program funded and administered by the Didtrict.

Continue providing programming for children and teens.
Continue supporting continuing education for trustees, headquarters staff and branch library steff.
Support expanded Interloan (resource sharing Statewide) activities.

e Enable the Digtrict to continue an extensive marketing program.

The Library will continue to seek grant funding and public and private donations for projects in support of the
Mission and Vision for the losco-Arenac District Library.

The Library lease with the City of East Tawas will be renewed for five years. Negotiations will most likely include
an increase in the quarterly rent and a sharing of the utility costs. As of this writing, the lease is renewed until June
30, 2008.

Requests for Information

This financia report is designed to provide a general overview of the losco-Arenac District Library finances for dll
those with an interest in the government’s finances. Questions concerning any of the information provided in this
report or requests for additiona financia information should be addressed to the Didtrict Director, 120 W.
Westover, East Tawas, Michigan 48730.



IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

STATEMENT OF NET ASSETS
December 31, 2007

Assets
Cash and cash equivalents (Note 2)
Capital assets, net (Note 5)
Total Assets

Liabilities
Accounts payable
Accrued liabilities
Long-term liabilities:
Due in more than one year (Note 6)
Total Liabilities

Net Assets
Invested in capital assets
Unrestricted

Total Net Assets

EXHIBIT A

Governmental
Activities

$ 1,002,661

506,197

1,508,858

4,536
6,857

10,654
22,047

506,197

980,614

$

1,486,811

The accompanying notes to financial statements are an integral part of this statement.
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EXHIBIT B
IOSCO - ARENAC DISTRICT LIBRARY

East Tawas, Michigan

STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2007

Net (Expense)
Revenue and

Changes in
Program Revenues Net Assets
Operating
Charges for Grants and Governmental
Function/Program Expenses Services Contributions Activities
Governmental activities:
Recreation and cultural $ 935,856 $ 5334 $ 41,306 $ (889.216)
General Revenues:
Property taxes 741,097
Penal fines:
losco County 174,747
Arenac County 126,319
Investment earnings 53,047
Gain on sale of capital assets 261
Other 17,260
Total general revenues 1,112,731
Change in net assets 223,515
Net assets - beginning of year 1,263,296
Net assets - end of year $ 1,486,811

The accompanying notes to financial statements are an integral part of this statement.

-8-



IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

BALANCE SHEET
GOVERNMENTAL FUND
December 31, 2007

ASSETS

Cash and cash equivalents (Note 2)

LIABILITIES AND FUND EQUITY

Liabilities
Accounts payable
Accrued liabilities
Total liabilities

Eund Equity
Fund balance:

Unreserved:
Designated (Note 1)
Undesignated, reported in:
Special revenue fund
Total fund equity

Total Liabilites and Fund Equity

The accompanying notes to financial statements are an integral part of this statement.
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$

$

$

EXHIBIT C

1,002,661

4,536
6,857

11,393

336,024

655,244

991,268

1,002,661



EXHIBIT D
IOSCO - ARENAC DISTRICT LIBRARY

East Tawas, Michigan

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES
December 31, 2007

Total governmental fund balance: $ 991,268

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported as assets in the governmental fund. Capital
assets at year end consist of;

Capital assets cost $ 1,360,760
Accumulated depreciation (854,563)
506,197
Long-term liabilities are not due and payable in the current period and,
therefore, are not reported as liabilities in the governmental fund. Long-term
liabilities at year end consist of:
Compensated absences payable (10,654)
Total net assets - governmental activities $ 1,486,811

The accompanying notes to financial statements are an integral part of this statement.
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STATEMENT OF REVENUE, EXPENDITURES AND CHANGES

Revenue
Property taxes
State revenue
Penal fines - losco County
Penal fines - Arenac County
Standish branch revenue
Interest earned
Other
Total revenue

Expenditures
Salary, wages and fees

Payroll taxes and employee benefits
Periodicals
Advertising
Dues and memberships
Book processing
Membership fees
Professional services
Office supplies
Printing
Travel
Insurance
Education and training
Miscellaneous
Repairs and maintenance
Telephone
Building rental
Standish branch expense
Branch allocations
Automation expense
Internet access expense
Vehicle expense
Capital outlay:

Furniture, fixtures and equipment

Vehicles

Library materials

Total expenditures

Excess of revenue over expenditures

Other Financing Sources
Sale of fixed assets

IOSCO - ARENAC DISTRICT LIBRARY

East Tawas, Michigan

IN FUND BALANCE
GOVERNMENTAL FUND

For the Year Ended December 31, 2007

Excess of revenue and other sources over expenditures

Fund balance - beginning of year

Fund balance - end of year

The accompanying notes to financial statements are an integral part of this statement.
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EXHIBIT E

$ 741,097
41,306

174,747

126,319

5,334

53,047

17,260

1,159,110

253,001
67,970
6,626
2,566
2,536
7,338
14,453
3,145
9,533
632
6,620
6,579
1,305
23,123
2,664
1,521
8,500
4,096
357,099
19,200
21,463
2,418

10,791
16,156
142,241

991,576

167,534

261

167,795
823,473

$ 991,268




EXHIBIT F
IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCE OF THE GOVERNMENTAL FUND
TO THE STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2007

Total net change in fund balance - governmental fund $ 167,795

Amounts reported for governmental activities in the statement of activities are different
because:

The governmental fund reports capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated
useful lives as depreciation expense.

Capital assets reported as capital outlays in the governmental fund $ 169,188
Current year depreciation expense 113,318
Net difference 55,870

Net change in accrued compensated absences:

Accrued compensated absences December 31, 2006 10,504

Accrued compensated absences December 31, 2007 (10,654)
Net change 150
Change in net assets of governmental activities $ 223,515

The accompanying notes to financial statements are an integral part of this statement.
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EXHIBIT G
Page 1
IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Library conform to accounting principles generally accepted in the United States
of America (GAAP) applicable to governmental units. Private-sector standards of accounting issued after
November 30, 1989, are generally followed in the government -wide fund financial statements to the extent that
those standards do not conflict with the standards of the Governmental Accounting Standards Board. The
following is a summary of the significant accounting policies.

A. Reporting Entity

B.

C.

The losco - Arenac District Library operates as a joint venture between losco and Arenac counties. The
Library was organized in 1990 under an agreement entered into by the losco and Arenac County Boards
of Commissioners. The Library operates under an appointed board of eight members. Four members
each are appointed by the losco and Arenac County Boards of Commissioners. The Library provides
services to residents of losco County and Arenac County.

The Library’s reporting entity applies all relevant Governmental Accounting Standards Board (GASB)
pronouncements. All activities over which the Library exercises oversight responsibility have been
included in the reporting entity. Oversight responsibility is determined by factors such as financial
interdependency, selection of governing authority, designation of management, ability to significantly
influence operations, and accountability for fiscal matters of the entity.

Basis of Presentation

The Library’s basic financial statements consist of government -wide financial statements, including a
statement of net assets and a statement of activities, and fund financial statements which provide a more
detailed level of financial information.

Government -Wide Financial Statements

The statement of net assets and the statement of activities display information about the Library as a whole.
These statements include the financial activities of the primary government. The statements distinguish
between those activities of the Library that are governmental and those that are considered business -type
activities. The Library does not currently have any business -type activities.

The statement of net assets presents the financial condition of the governmental activities of the Library at
year end. The statement of activities presents a comparison between direct expenses and program
revenues for each program or function of the Library’s governmental activities. Direct expenses are those
that are specifically associated with a service, program, or department and, therefore, clearly identifiable to
a particular function. Program revenues include charges paid by the recipient of the goods or services
offered by the program and grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues are presented
as general revenues of the Library, with certain limited exceptions. The comparison of direct expenses with
program revenues identifies the extent to which each governmental program is self-financing or draws from
the general revenues of the Library.

Fund Accounting

The Library uses funds to maintain its financial records during the year. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts.

-13-



EXHIBIT G
Page 2
IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Fund Accounting (Continued)

Governmental Fund

Governmental fund reporting focuses on the sources, uses and balances of current financial resources.
Expendable assets are assigned to the governmental fund according to the purposes for which they may
or must be used. Current liabilities are assigned to the fund from which they will be paid. The difference
between governmental fund assets and liabilities is reported as fund balance. The Library’s special
revenue fund is considered a governmental fund.

D. Measurement Focus
Government -Wide Financial Statements

The government -wide financial statements are prepared using the economic resources measurement
focus.

All assets and all liabilities associated with the operation of the Library are included on the statement of
net assets.

Fund Financial Statements

All governmental funds are accounted for using a flow of current financial resources measurement focus.
With this measureme nt focus, only current assets and current liabilities are generally included on the
balance sheet. The statement of revenue, expenditures, and changes in fund balance reflects the
sources (i.e., revenues and other financial sources) and uses (i.e., expenditures and other financial uses)
of current financial resources. This approach differs from the manner in which the governmental activities
of the government -wide financial statements are prepared. Governmental fund financial statements,
therefore, include reconciliation s with brief explanations to better identify the relationship between the
government -wide statements and the fund financial statements for governmental funds.

E. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on
the financial statements. Government -wide fund financial statements are prepared using the accrual
basis of accounting. Governmental funds use the modified accrual basis of accounting. Differences in
the accrual and modified accrual basis of accounting arise in the recognition of revenue, the recording of
deferred revenue, and in the presentation of expenses versus expenditures.

Revenues — Exchange and Nonexchange Transactions

Revenues resulting from exchange transactions, in which each party gives and receives essentially equal
value, is recorded on the accrual basis when the exchange takes place. On the modified accrual basis,
revenue is recognized in the year in which the resources are measurable and become available.
Available means the resources will be collected within the current year or are expected to be collected
soon enough thereafter to be used to pay liabilities of the current year. For the Library, available means
expected to be received within sixty days after year end.

-14 -



EXHIBIT G
Page 3
IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E. Basis of Accounting (Continued)

Nonexchange transactions, in which the Library receives value without directly giving equal value in
return, include property taxes, grants, entittements, and donations. On the accrual basis, revenue from
property taxes is recognized in the year for which the taxes are levied. Revenue from grants,
entittements, and donations is recognized in the year in which all eligibility requirements have been
satisfied. Eligibility requirements include timing requirements, which specify the year when the resources
are required to be used or the year when use is first permitted; matching requirements, in which the
Library must provide local resources to be used for a specified purpose; and expenditure requirements, in
which the resources are provided to the Library on a reimbursement basis. On the modified accrual
basis, revenue from nonexchange transactions must also be available before it can be recognized.

Under the modified accrual basis, the Library’s revenue sources are considered both measurable and
available at year end.

Deferred Revenue:

Deferred revenue arises when assets are recognized before revenue recognition criteria have been
satisfied.

Grants and entitlements received before the eligibility requirements are met are recorded as deferred
revenue.

Expenses/Expenditures :
On the accrual basis, expenses are recognized at the time they are incurred.
The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in
which the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation , is not
recognized in governmental funds.

F. Use of Estimates
The process of preparing financial statements in conformity with generally accepted accounting principles
requires the use of estimates and assumptions regarding certain types of assets, liabilities, revenues, and

expenditures. Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results may differ from estimated amounts.

G. Budgets and Budgetary Accounting

The Library normally follows these procedures in establishing the budgetary data reflected in the financial
statements.

1. The Library director submits to the Board a proposed operating budget which includes proposed
expenditures and the means of financing them.

-15 -



EXHIBIT G
Page 4
IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

G. Budgets and Budgetary Accounting (Continued)

2. A public hearing is conducted to obtain comments.
3. Prior to January 1, the budget is legally enacted through board approval.

All budget appropriations lapse at year end. Budgetary amounts reported herein are as originally
adopted, or as amended by the Library Board.

Budgets shown in the financial statements are adopted on a basis consistent with GAAP, and consist only
of those amounts contained in the formal budget approved and amended by the Library Board.

H. Assets, Liabilities and Fund Equity

Inventories:
Inventories are not recognized, whereby materials and supplies are expensed as purchased.
Fund Balances:

Designated fund balance represents the assets to be used for future building improvements, vehicle and
other equipment purchases, Standish Branch Library reserve fund, technology, penal fine recovery and
the merit network.

| Cash and Cash Equivalents

For presentation on the financial statements, investments in cash management pools and investments
with an original maturity of three months or less at the time they are purchased by the Library are
considered to be cash equivalents. Investments with an initial maturity of more than three months are
reported as investments.

J. Capital Assets

General capital assets are those assets that result from expenditures in the governmental fund. These
assets are reported in the governmental activities column of the government -wide statement of net assets
but are not reported in the fund financial statements.

All capital assets are capitalized at cost (or estimated historical cost) using a $500 capitalization threshold
and updated for additions and retirements during the year. Donated fixed assets are recorded at their fair
market values as of the date received. The Library does not possess any infrastructure. Improvements
are capitalized; the cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend an asset’s life are not.
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IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

J.

Capital Assets (Continued)

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful
lives of the related capital assets. Depreciation is computed using the straight-line method over the
following useful lives.

Governmental Activities

Description Estimated Lives
Library materials 7 years
Furniture, fixtures and equipment 5—7 years
Vehicles 5 years

Extraordinary and Special Items

Extraordinary items are transactions or events that are both unusual in nature and infrequent in
occurrence. Special items are transactions or events that are within the control of the Board and that are
either unusual in nature or infrequent in occurrence. Neither type of transaction occurred during the
current year.

Compensated Absences

Vacation benefits are accrued as a liability as the benefits are earned if the employees’ rights to receive

compensation are attributable to services already rendered and it is probable the Library will compensate
the employees for the benefits through paid time off or some other means. The Library records a liability
for accumulated unused vacation time when earned for all employees with more than one year of service.

The entire compensated absences liability is reported on the government -wide financial statements.

On the governmental fund financial statements, compensated absences are recognized as a liability and
expenditure to the extent payments come due each period upon the occurrence of employee resignations
and retirements. These amounts are recorded in the account “accrued compensated absences payable”
in the fund from which the employees who have accumulated leave are paid. The noncurrent portion of
the liability is not reported.

DEPOSITS AND INVESTMENTS

At year-end, the Library’s deposits and investments were reported in the basic financial statements in the
following categories:

Cash and Cash Equivalents $ 1002661
The breakdown between deposits and investment s

is as follows:

Bank Deposits (checking and savings accounts) $ 4,295
Investme nts in money market funds 998,076
Petty Cash 290
Total $ 1002661
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NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

NOTE 2 - DEPOSITS AND INVESTMENTS (CONTINUED)

As of December 31, the Library had the following investments.

Fair Specific Identification
Investment Type Value Maturities
Money Market Funds $ 998,076 Daily

Credit Risk
As of December 31, 2007, the Library’s investments consisted entirely of investment in the Fifth Third

Institutional Government Money Market Fund. This fund was rated AAAm by Standard & Poor's and AAA by
Fitch Ratings.

Custodial Credit Risk — Deposits — Primary Government

In the case of deposits, this is the risk that in the event of a bank failure, the Library’s deposits may not be
returned to it. As of December 31, 2007, $0 of the Library’s bank balance of $17,244 was exposed to custodial
credit risk.

Custodial Credit Risk — Investments

For an investment, this is the risk that, in the event of the failure of the counterparty, the Library will not be able
to recover the value of its investments or collateral securities that are in the possession of an outside party.
The Library will minimize custodial credit risk, which is the risk of loss due to the failure of the security issuer or

backer, by; limiting investments to the types of securities approved in the Library’s investment policy which is in
accordance with State law.

Concentration of Credit Risk, Interest Rate Risk and Foreign Currency Risk

The Library’s investment policy does not address concentration of credit risk, interest rate risk or foreign
currency risk.

Investments:

The Library Board has adopted an investment policy in accordance with Act 196, PA 1997, which authorizes
the Library to deposit and invest in the following:

*  Accounts of federally insured banks, credit unions and savings and loan associations

* Bonds and other direct obligatio ns of the United States or an agency or instrumentality of the United States
* United States government or federal agency obligation repurchase agreements

* Banker's acceptances of United States banks

* Commercial paper rated within the two highest classifications by not less than two standard rating services
which mature not more than 270 days after the date of purchase
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East Tawas, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

DEPOSITS AND INVESTMENTS (CONTINUED)
Investments: (Continued)

* Mutual funds registered under the Investment Company Act of 1940, Title | of Chapter 686, 54 Stat. 789 15
U.S.C. 80a-1 to 80a-3 and 80a-4 to 80a-64 with the authority to purchase only investment vehicles that are
legal for direct investment by a public corporation

Michigan law requires that public funds may not be deposited in financial institutions that do not maintain an
office in Michigan. The Library's deposits and investments are in accordance with statutory authority.

PROPERTY TAXES

Property taxes include amounts levied against all real property and tangible personal property located in losco
and Arenac County. Property taxes become an enforceable lien on property as of December 1. Taxes are
levied on December 1, and are payable by February 28 before they are added to the County tax rolls. For the
current year, the taxable value for properties located within losco and Arenac Counties was $1,555,995,511 .
The tax rate was 0.4912 mills for library operations.

UNEMPLOYMENT COMPENSATION

The Library is subject to the Michigan Employment Security Act and has elected the reimbursement method of
financing. Under this method, the Library must reimburse the Employment Agency for all benefits charged
against the Library. All liabilities incurred have been accrued in the financial statements as of December 31,
2007.

CAPITAL ASSETS

Capital asset activity of the primary government for the current year was as follows:

Beginning Ending

Government Activities Balance Increases Decreases Balance
Capital Assets Being Depreciated:

Library Materials $ 969,502 $ 142,241 $ 36,874 $ 1,074,869

Furniture, Fixtures and Equipment 285,201 10,791 26,257 269,735

Vehicles 20,135 16,156 20,135 16,156

Subtotal 1,274,838 169.188 83,266 1,360,760
Less Accumulated Depreciation for:

Library Materials 589,067 90,014 36,874 642,207

Furniture, Fixtures and Equipment 215,309 20,342 26,257 209,394

Vehicles 20.135 2,962 20,135 2,962

Subtotal 824,511 113,318 83.266 854,563
Governmental Activities Total

Capital Assets—Net of Depreciation $ 450327 $ 55870 § 0 $ 506,197
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NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2007

LONG-TERM DEBT

Compensated Absences

The losco - Arenac District Library has a vacation pay policy that allows employees to accumulate vacation
days after three full months of employment. Annual leave cannot be accumulated for more than a twelve
month period of time without permission of the Director, and accumulated vacation pay is paid only upon
separation by retirement or resignation. At December 31, 2007 the annual amount of accumulated vacation
pay was $10,654. All of which is due in more than one year.

Changes in Long-Term Liabilities

Balance Issues or Payments or Balance
January 1, 2007 Additions Expenditures December 31, 2007

Governmental Activities

Primary Government:

Compensated absences 210504 S 150" | 210604

* Represents net of additions and retirements for the year.

PENSION PLAN

The Library has a defined contribution pension plan with American United Life Insurance Company effective
March 1, 1999. All full-time employees are covered under the plan. Eligibility to become a patrticipant is limited
to those employees who, on the effective date or on any anniversary date have attained the age of 18 and
have completed at least three months of service. Vesting is 100% upon entering the plan. The Library is
required to contribute an amount equal to a $100 contribution per $1,000 of base salary for the year. During
2007, the Library's required and actual contributions amounted to $22,400. No pension provision changes
occurred during 2007 that affected the required contributions to be made by the Library.

RISK MANAGEMENT

The Library is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees and natural disasters. The Library continues to carry commercial
insurance for risks of loss, including employee health and accident insurance. Settled claims for the
commercial insurance have not exceeded the amount of insurance coverage in any of the past three years.

LEASE COMMITMENTS

The Library has entered into a lease agreement with the City of East Tawas, for the rental of certain building
space in East Tawas. The lease is for a period of one year, expiring June 30, 2008, payable in quarterly
installments of $2,125. The total rent expense of all lease payments for the year ended December 31, 2007
were $8,500.
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EXHIBIT H
IOSCO - ARENAC DISTRICT LIBRARY

East Tawas. Michigan
STATEMENT OF REVENUE, EXPENDITURES AND CHANGES

IN FUND BALANCES - BUDGET AND ACTUAL
For the Year Ended December 31, 2007

Final Variance -
Original Amended Favorable
Budget Budget Actual (Unfavorable)
Revenue
Property taxes $ 705,000 $ 712,470 $ 741,097 $ 28,627
State aid 34,000 35,260 35,260 0
State revenue - renaissance reimbursement 0 5,000 6,046 1,046
Penal fines - losco County 180,000 174,747 174,747 0
Penal fines - Arenac County 136,000 126,319 126,319 0
Standish branch revenue 100 5,100 5,334 234
Interest earned 25,000 40,000 53,047 13,047
Other 9,000 14,060 17,260 3,200
Total revenue 1,089,100 1,112,956 1,159,110 46,154
Expenditures
Salary, wages and fees 263,800 263,500 253,001 10,499
Payroll taxes and employee benefits 70,000 70,000 67,970 2,030
Periodicals 7,000 8,000 6,626 1,374
Advertising 5,000 5,000 2,566 2,434
Dues and memberships 3,300 3,300 2,536 764
Book processing 10,000 10,000 7,338 2,662
Membership fees 18,500 18,500 14,453 4,047
Professional services 3,500 3,300 3,145 155
Office supplies 9,700 11,000 9,533 1,467
Printing 3,500 3,500 632 2,868
Travel 8,500 8,500 6,620 1,880
Insurance 8,600 8,600 6,579 2,021
Education and training 5,000 3,000 1,305 1,695
Contingency 8,200 27,115 0 27,115
Miscellaneous 24,300 28,425 23,123 5,302
Repairs and maintenance 3,600 3,300 2,664 636
Telephone 2,500 2,000 1,521 479
Equipment rental 100 100 0 100
Building rental 8,500 8,500 8,500 0
Standish branch expense 100 4,200 4,096 104
Branch allocations 374,500 360,000 357,099 2,901
Automation expense 27,000 25,000 19,200 5,800
Internet access expense 34,000 30,000 21,463 8,537
Utilities 1,800 1,800 0 1,800
Vehicle expense 4,400 4,000 2,418 1,582
Capital outlay:
Furniture, fixtures and equipment 27,000 27,000 10,791 16,209
Library materials 181,000 181,000 142,241 38,759
Vehicles 0 16,156 16,156 0
Total expenditures 1,113,400 1,134,796 991,576 143,220
Excess of revenue over (under) expenditures (24,300) (21,840) 167,534 189,374
Other Financing Sources
Sale of fixed assets 300 261 261 0
Excess of revenue and other sources
over (under) expenditures (24,000) (21,579) 167,795 189,374
Fund balances - beginning of year 823,473 823,473 823,473 0
Fund balances - end of year $ 799,473 $ 801,894 $ 991,268 $ 189,374
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EXHIBIT |

IOSCO - ARENAC DISTRICT LIBRARY
East Tawas, Michigan

DETAILS OF OTHER REVENUE AND
MISCELLANEOUS EXPENDITURES
For the Year Ended December 31, 2007

Other Revenue

Fines and forfeitures $ 9,121
Children's programming 2,300
Gifts and memorials 660
Refunds and rebates 1,624
Miscellaneous 3,555

$ 17,260

Miscellaneous Expenditures

Fines and fees $ 333
Children's programming 14,011
Gifts and memorials 643
Community cash 1,323
Contracted services 456
Adult programming 6,101
Miscellaneous 256

$ 23,123
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Members of the Board
losco - Arenac District Library
East Tawas, Michigan

We have audited the financial statements of the governmenta | activities and major fund of the losco-Arenac District Library,
East Tawas, Michigan, as of and for the year ended December 31, 2007, which collectively comprise the Library’s basic
financial statements and have issued our report thereon dated March 20, 2008. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the losco-Arenac District Library’s internal control over financial

reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the losco-Arenac District Library’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the losco-
Arenac District Library’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified two deficiencies in internal
control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the losco-Arenac District
Library’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the losco-Arenac District
Library’s financial statements that is more than inconsequential will not be prevented or detected by the losco-Arenac
District Library’s internal control. We consider the deficienc ies described below to be significant deficiencies in internal
control over financial reporting.

Separation of Duties in the Performance of Functions
The present system of internal accounting controls does not provide for separation of duties in the performance of

functions. In our opinion, the system is adequate to account for the financial activity of the Library but, could be
strengthened by a few minor changes in the personnel assigned to perform certain functions.

We recommend that the cash receipts and cash disbursements functions be handled by different individuals. Cash
receiving should be centralized in a person without authority to sign checks, without access to noncash accounting
records and not involved in reconciling bank accounts. A different person should prepare checks and reconcile the bank
accounts.
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Financial Statement Preparation
losco-Arenac District Library personnel prepare various financial information throughout the year to assess

operations and the financial condition of the Library. The Library relies on our firm to assist in preparing the annual
financial report in accordance with Generally Accepted Accounting Principles.

The losco-Arenac District Library has individuals on staff to review that the financial report is accurate and the
financial information reflects the recording of the proposed entries, however, not to review and determine that the
financial report is a complete presentation in accordance with Generally Accepted Accounting Principles. As a
result, the Library is considered to have a significant control deficiency, since reporting errors or omissions could
occur in the preparation of the annual financial report that would be departures from Generally Accepted
Accounting Principles and the Library would not be in a position to detect the errors or omissions.

A material weakness is a significant deficiency, or combinatio n of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
the losco-Arenac District Library’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, we believe the significant deficiencies described above to be
material weaknesses.

Compliance and Other Matters
As part of obtaining reasonabl e assurance about whether the losco-Arenac District Library’s financial statements

are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards .

This report is intended solely for the information and use of management, the Library Board and the Michigan
Department of Treasury and is not intended to be and should not be used by anyone other than these specified
parties.

Stachsmaon, Goaide € G., P-C.
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Members of the Board
losco-Arenac District Library
East Tawas, Michigan

Dear Board Members:

We have audited the financial statements of the governmental activities and major fund of the losco-Arenac District
Library for the year ended December 31, 2007, and have issued our report thereon dated March 20, 2008. Professional
standards require that we provide you with the following information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards and Government Auditing Standards

As stated in our engagement letter dated February 21, 2007, our responsibility, as described by professional standards,
is to plan and perform our audit to obtain reasonable, but not absolute, assurance about whether the financial

statements are free of material misstatement and are fairly presented in accordance with U.S. generally accepted
accounting principles. Because an audit is designed to provide reasonable, but not absolute assurance and because we
did not perform a detailed examination of all transactions, there is a risk that material misstatements may exist and not
be detected by us.

As part of our audit, we considered the internal control of the losco-Arenac District Library. Such considerations were
solely for the purpose of determining our audit procedures and not to provide any assurance concerning such internal
control.

As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we
performed tests of the losco-Arenac District Library’s compliance with certain provisions of laws, regulations, contracts
and grants. However, the objective of our tests was not to provide an opinion on compliance with such provisions .

Significant Accounting Policies
Management is responsible for the selection and use of appropriate accounting policies. In accordance with the terms

of our engagement letter, we will advise management about the appropriateness of accounting policies and their
application. The significant accounting policies used by the losco-Arenac District Library are described in Note 1 to the
financial statements. No new accounting policies were adopted and the application of existing policies was not changed
during the year. We noted no transactions entered into by the losco-Arenac District Library during the year that were
both significant and unusual, and of which, under professional standards, we are required to inform you, or transactions
for which there is a lack of authoritative guidance or consensus.

Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and are based on

management's knowledge and experience about past and current events and assumptions about future events. Certain
accounting estimates are particularly sensitive because of their significance to the financial statements and because of
the possibility that future events affecting them may differ significantly from those expected.

Audit Adjustments
For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the financial

statements that, in our judgment, may not have been detected except through our auditing procedures. An audit
adjustment may or may not indicate matters that could have a significant effect on the losco-Arenac District Library’s
financial reporting process (that is, cause future financial statements to be materially misstated).
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In our judgment, none of the adjustments we proposed, whether recorded or unrecorded by the losco-Arenac
District Library, either individually or in the aggregate, indicate matters that could have significant effect on the
losco-Arenac District Library’s financial reporting process.

Disagreements with Management
For purposes of this letter, professional standards define a disagreement with management as a matter, whether or

not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that could be
significant to the financial statements or the auditors’ report. We are pleased to report that no such disagreements
arose during the course of our audit.

Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting matters,

similar to obtaining a "second opinion" on certain situations. If a consultation involves application of an accounting
principle to the governmental unit's financial statements or a determination of the type of auditors’ opinion that may
be expressed on those statements, our professional standards require the consulting accountant to check with us
to determine that the consultant has all the relevant facts. To our knowledge, there were no such consultations with
other accountants.

Issues Discussed Prior to Retention of Independent Auditors
We generally discuss a variety of matters, including the application of accounting principles and auditing standards,

with management each year prior to retention as the losco-Arenac District Library's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a condition
to our retention.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Additional Information

As a result of our study and evaluation of the internal controls as described in the third and fourth paragraphs,
certain matters came to our attention upon which we would like to comment and offer the following
recommendations.

Separation of Duties in the Performance of Functions
The present system of internal accounting controls does not provide for separation of duties in the performance of

functions. In our opinion, the system is adequate to account for the financial activity of the Library but, could be
strengthened by a few minor changes in the personnel assigned to perform certain functions.

We recommend that the cash receipts and cash disbursements functions be handled by different individuals. Cash
receiving should be centralized in a person without authority to sign checks, without access to noncash accounting
records and not involved in reconciling bank accounts. A different person should prepare checks and reconcile the
bank accounts.

Financial Statement Preparation
losco-Arenac District Library personnel prepare various financial information throughout the year to assess operations

and the financial condition of the Library. The Library relies on our firm to assist in preparing the annual financial
report in accordance with Generally Accepted Accounting Principles.

The losco-Arenac District Library has individuals on staff to review that the financial report is accurate and the financial
information reflects the recording of the proposed entries, however, not to review and determine that the financial
report is a complete presentation in accordance with Generally Accepted Accounting Principles. As a result, the
Library is considered to have a significant control deficiency, since reporting errors or omissions could occur in the
preparation of the annual financial report that would be departures from Generally Accepted Accounting Principles
and the Library would not be in a position to detect the errors or omissions.
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We wish to express our appreciation for the cooperation and courtesies extended our staff by management and
employees of the Library.

This information is intended solely for the use of management, Library Board and the Michigan Department of
Treasury and is not intended to be and should not be used by anyone other than these specified parties.

Stachsmaon, Goaide € G., P-C.
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